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E.O. 11652: N/A 

TAS: EINV, ECON, ES, US 

SUBJECT: DRAET INSURANCE WW SURFACES 

REES: ( X) SAN SALVADOR 3777 (B) SAN SALVADOR 3914 
(C) SAN SALVADOR 4211 (1976) 

1. DRAET INSURANCE LAW HAS MOVED FROM MINISTRY OF ECONOMY 
TO OFFICE OF PRESIDENCY FOR FINAL APPROVAL AND TRANSMITTAL 
TO ASSEMBLY. NEWSPAPER ACCOUNTS OF DRAFT, FROM MINECON 
SOURCES, STRSSED PROVISIONS EXCLUDING FOREIGN INSURANCE 
FIRMS FROM LOCAL MARKET AND EEFECT OF LAW IN PROTECTING 
SALVADORAN COMPANIES. PROVISIONS OF LATEST (AND PRESUMABLY 
FINAL) DRAFT STILT .INXCLUDF. FOREIGN COMPANIES BUT CONTAIN 
SOME PROVISIONS EOR CURRENTLY OPERATING FIRMS. 

2. PROVISIONS OF DRAFT AFFECTING FOREIGN FIRMS ARE AS 
FOLLOWS: ART. 13 REQUIRES AT LEAST 80 PERCENT EQUITY 

OF INSURANCE COMPANIES OPERATING IN EL SALVADOR TO BE 
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OWNED BY ENTITIES OE SALVADORAN OR CENTRAL AMERICAN 

NATIONALITY. ART. 88 PROVIDES SALVADORAN EIRMS NOT 

MEETING REQUIREMENTS OF ART. 13 AT TIME LAW GOES INTO 

EFFECT 5 YEARS TO COMPLY. BOTH OF THESE PROVISIONS WERE PRESENT 

IN EARLIER DRAFTS. ART. 91 CONTAINS MAJOR CHANGE 

WHICH APPEARS TO ADVERSELY AFFECT INTERESTS OF ONE 

US COMPANY. FOLLOWING IS UNOFFICIAL TRANSLATION: 
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"ART. 91. AGENCIES OR BRANCHES OE EOREIGN INSURANCE 
ENTITIES NOW OPERATING IN THE COUNTRY MAY CONTINUE 
DEALING IN INSURANCE POLICIES SUBIECT TO THE FOELOWING 
DISPOSITIONS: 

"WITHIN SIX MONTHS OF THE DATE OF EFFECT OF THIS 
LAWQN THEY MUST INDICATE TO THE MINISTRY IF THEY ARE 
GOING TO FORM A SALVADORAN COMPANY OR IF THEY WILL RETIRE FROM 
THE COUNTY. 

"IF THE OPTION IS FOR THE FIRST, THE MINISTRY WILL 
SET A DEADLINE FOR THE PRESENTATION OF THE INSTRUMENTS 
NAOF ASSOCIATION OF THE COMPANY, WHICH MUST MEET THE 
REQUIREMENTS AND FOLLOW THE PROCEDURES OF TITLE II OF 
THIS LAW, WITH THE EXCEPTION OF THAT CONCERNING THE 
OWNERSHIP OF THE SHARES, OF WHICH UP TO 80 PERCENT MAY 
BE HELD BY THE SAID ENTITIES, BUT WHICH SHALL ONLY BE 
TRANSFERIBLE TO 

PERSONS WHO, IN CONFORMITY WITH ART. 13 
OF THIS LAW, MAY BE OWNERS OF THE SAME. IN ORDER TO FUND 
THSES SHARES, THEY MAY UTILIZE THE FUNDS WHICH THEY HAVE 
IN THE COUNTRY. 

"THOSE WHICH DO NOT TAKE THE ABOVE OPTION, AND WHICH 
INDICATE THAT THEY WILL RETIRE FROM THE COUNTRY OR WILL 
NOT FORM A SALVADORAN COMPANY WITHIN THE DEADEINE SET BY 
THE MINISTRY, MAY NOT TRANSACT ANY FURTHER BUSINESS IN 
INSURANCE, BUT REMAIN OBLIGED TO MAINTAIN IN THE COUNTRY 
A SUFFICIENT CAPITAL TO GUARANTEE THEIR PENDING OBLI- 
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GATIONS AND THOSE DERIVED FROM THEIR CONTRACTS, AND AN 
OFFICE TO ATTEND TO THEIR CLIENTS AND TO PAY AND MEET 
ALL OBLIGATIONS CONTRACTED IN THE COUNTRY AND DERIVED 
FROM THEIR BUSINESS. THE BRANCHES OF FOREIGN MUTUAL 
LIFE INSURANCE ENTITIES WILL HAVE THE SAME OBLIGATIONS 
EVEN WHEN THEY FORM A SALVADORAN COMPANY. 

"THE CERTIFICATION THAT THE COMPANY MAY INITIATE 
OPERATIONS IN ACCORDANCE WITH AR. 19 WILL CANCEL THE 
AUTHORIZATION OF THE FOREIGN BRANCH OR AGENCY TO DEAL 
IN INSURANCE POLICIES IN ACCORDANCE WITH THE FIRST 
CLAUSE OF THIS ARTICLE." 

3. THE NEW PROVISIONS IN ART. 91 WOULD APPEAR TO ADVERSELY 
AFFECT THE INTERESTS OF THE HANOVER INSURANCE COMPANY 
(AMERICAN INTERNATIONAL UNDERWRITERS) WHICH CONVERTED TO 
A SAEVADORAN FIRM AS LA SEGURIDAD SALVADORENA, S.A. WITH 80 
PERCENT US EQUITY ABOUT 4 YEARS AGO. AS IT IS NO LONGER AN 
"AGENCY OR BRANCH" OF A FOREIGN FIRM, IT APPARENTLY WILL NOT 
BE ABEE TO BENEFIT FROM THE ART. 91 EXCEPTION TO THE REQUIRE- 
MENTS ON THE RATIO OF LOCAL TO FOREIGN EQUITY. PAN AMERICAN LIFE 
AND THE AMERICAN LIFE INSURANCE COMPANY APPEAR TO BE ALLOWED 
TO FORM A SALVADORAN COMPANY WITH ONLY 20 PERCENT LOCAL EQUITY. 
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4. 1 WILL SEEK A MEETING WITH ACTING EOREIGN MINISTER TO 
EXPRESS AGAIN OUR CONCERN ALONG THE LINES OE REES I AND 2, 

POINTING OUT POSSIBLE DAMAGE TO EL SALVADOR'S IMAGE OE HOS- 
PITALITY TO EOREIGN INVESTMENT AND URGING THE WISDOM OE INCLUDING 
IN THE LAW EAIR PROVISIONS EOR THE OPERATION OF FOREIGN FIRMS. 

LUBENSKY 
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